97-84154-25 

U.S.  Office  of  Price 
Administration 

The  essential  role  of 
subsidies  in  the... 

[Washington] 
[1944] 


MASTER  NEGATIVE  # 


COLUMBIA  UNIVERSITY  LIBRARIES 
PRESERVATION  DIVISION 

BIBLIOGRAPHIC  MICROFORM  TARGET 


ORIGINAL  MATERIAL  AS  FILMED  -  EXISTING  BIBUOGRAPHIC  RECORD 


308 

j   Z  U.  S.    O^^ce  of  price  administration. 

Box  663  The  essential  role  of  subsidies  in  the  stabilization  program. 
United  States  of  America,  Office  of  price  administntion. 
Washington,  U.  S.  Govt  print  off.,  1944. 

■  cover-tiUe,  iy,  23  p.  23*-. 


1. 1'lice  regulation — ^U.  S.  2._Bounties. 


Library  of  Congress 


44-41015 


HB236.U5A53  1944  e 
*  OHVS  tS>. 


338^ 


RESTRICTIONS  ON  USE 


Reproductions  may  not  be  made  without  pennission  from  Columbia  University  Libraries. 


TECHNICAL  MICROFORM  DATA 


FILM  SIZE:  ^S/TP/r? 


REDUCTION  RATIO:  //'/ 


IMAGE  PLACEMENT:  IA^(^  IB  IIB 


DATE  FILMED: 


INITIALS: 


TRACKING  #  : 


0' 


FILMED  BY  PRESERVATION  RESOURCES,  BETHLEHEM,  PA. 


THE  ESSENTIAL  ROLE  OF 

9 

SUBSIDIES  IN  THE 
STABILIZATION  PROGRAM 

V  y  t-  V  »< '  -  ' **  ^ 

RECillVED 


UNITED  STATES  OF  AMERJCA 
OFFICE  OF  PRICE  ADMINISTRATION 


WSm  STATES  GOVERNMENT  PRINTING  OFFICE  •  WASHINGTON  i  1944 


War  Ml*  bar  tta  acvwrtataiitait  of  DacuaMtt,  n.  S.  GorenuMBt  FctettafOaN 


FOREWORD 

The  President's  program  to  "hold  the  line"  under  the  provisions  of  the 
Stabihzation  Act  of  October  2,  1942,  is  one  year  old  this  mo,th.  Theeff^^^^;^- 
ncss  of  that  program  in  stabilizing  the  cost  of  living  is  den^nstiatod  by  Ae 
fact  that  since  April  1943  the  cost  of  living  index  of  the  Bureau  of  Labor 
Statistics  has  shown  no  significant  change.  Against  this  record  of  performance, 
much  of  the  early  criticism  of  the  program  has  sub«dcd  and  a  cooler  analysts 
of  its  several  aspects  has  become  possible. 

No  part  of  the  program  has  aroused  sharper  controversy  than  the  use  ot 
subsidies  and  on  no  part,  in  my  judgment,  can  a  careful  presentation  of  the 
underlying  issues  and  problems  be  more  helpful.  This  pamphlet  on  subsidies 
in  the  stabilization  program  has  been  prepared  for  the  suff  o^^  the  Officeof 
Price  Administration  and  for  the  field  staff  in  particular.  The  NaOooal  Offia. 
the  Field  Ofl&ces,  and  the  local  War  Price  and  Rationing  Boards  have  been 
flooded  with  questions  about  subsidies  and  the  reasons  for  their  use  in  the 
"hold  the  line"  program.  I  believe  diis  pamphlet  wiU  put  before  members 
of  the  stafi  an  explanation  of  the  policy  and  the  important  farts  about  subsidies. 

Just  because  the  issue  is  so  controversial,  with  men  of  good  will  and  judgm^t 
found  on  each  side,  I  have  been  anxious  that  the  presenution  of  the  po  icy  be 
as  fair  and  objective  as  possible.  I  think  that  test  has  been  met  in  the  foUowi^ 
pages,  and  that  this  pamphlet  sets  forth  the  considerations  which  led  us  to  the 
a,^usion  that  subsidies  ...  used  carefully  and  in  limited  amounts  ...  arc 
essential  to  full  success  in  stabUizing  the  war  economy. 

Chester  Bowles, 

Administrator. 

April  1944.  ^ 
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THE  ESSENTIAL  ROLE  OF  SUBSIDIES  IN  THE 
STABILIZATION  PROGRAM 

Subsidies  were  first  used  in  stabilizing  the  cost  of  living  in  June  1943.  The 
relative  lateness  of  their  initial  use  for  this  purpose  has  tended  to  obscure  the 
fact  that  since  the  beginning  o£  price  stabilization  subsidies  have  been  recog- 
nized as  providing  an  anti-inflsrtionary  techniqiK. 

In  the  Emergency  Price  Control  Act  of  1942,  the  Congress  lecogaized  that 
under  the.  policy  of  stabilizing  prices  adopted  in  that  legislation,  occasions 
would  arise  in  which  the  reftim  to  producers  would  be  too  low  to  secure 
maximum  necessary  producdoo.  The  usual  0iethod  «i  SKuriag  such  produc- 
tion is,  of  course,  to  pay  a  price  high  enough  to  cow-  all  the  costs  entuled. 
Once  the  primary  decision  has  been  made  that  price  rises  arc  to  be  prevented, 
however,  this  method  must  be  used  with  restraint  and  in  some  circumstances 
must  be  whoUy  avoided.  Acchrdingly,  in  Section  a  (c)  of  the  price  amtrol 
statute  the  Congress  specifkally  auAoriaed  the  Price  Admiwattator,  vOmaefoc 
he  "determines  that  the  maximum  necessary  production  of  any  commodity  is 
not  being  obtained  ...  [to]  make  subsidy  payments  to  domestic  producers 
o£  such  commodity  in  such  amounts  and  ia  such  manner  and  upon  such 
terms  and  conditions  as  he  determines  to.  be  neeessary  to  obtain  the  oaaxiinnm 
necessary  production  thereof." 

The  fundamental  purpose  of  subsidies  in  relation  to  price  control  was  thus 
tecognized  at  the  outtet.  The  actual  use  of  subsidies  developed  only  as  the 
dreumstances  of  ihe  stabiUasation  program  requiied.  In  this  connection,  it 
should  be  borne  in  mind  that  the  stabilization  program  did  not  came  into 
being  full-blown  and  complete  in  every  detaU.  The  general  tequiremenis  of 
a  policy  ot  economic  stabilization  were,  to  be  sure,  known  at  an  early  date. 
Tlie  patttm  ot  contiok  imposed  in  making  that  policy  cficctive  has  developed 
as  a  matter  of  practical  «perienee  m  Ming  with  the  gmnag  tad  aptcading 
pressures  of  the  wartime  economy. 

1.  Subsidies  in  the  Development  oi  the  Stabilization  Prosram 

Spinning  in  June  1940  with  what  was  virtuaUy  a  "price  watching"  program, 
stabUization  measures  have  expanded  as  inOationary  pressures  have  grown. 
Price  watching  became  price  control.  Price  control,  originaUy  selective  m 
nature,  was  made  general  in  the  spring  of  1942.  Later,  farm  prices  were  made 
more  fuUy  subjea  to  control  The  fiscal  program,  embracing  taxes,  savings, 
and  credit  contral,  was  pt«stcssively  harnessed  to  ^  requirements  of  economic 
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stability.  Rationing  of  consumer  goods  was  introduced  to  insure  equitable  dis- 
tribotion  and  was  extended  as  new  shortages  of  essential  goods  appeared- 
Contrd  <^  wage  rales  was  inqx)8ed  by  die  Stabilization  Ad,  both  to  relieve  the 
pressure  of  labor  costs  upon  prices  and  to  slow  down  the  growdi  <rf  poidiani^ 

power. 

Thus  fnmi  a  small  beginning  in  1940,  appropriate  to  the  minor  dimensions 
q£  the  pioUem  that  then  existed,  oatixmal  p^y  has  developed  a  broad,  many- 
sided  program  of  econwnic  ^bilizatkm,  geared  to  the  tremcaidous  stnuns  <rf 
an  all-out  war  economy.  This  gearing  would  be  fatally  incomplete,  however, 
without  the  use  of  die  subsidy  technique.  That  fact  is  demonstrated  by  the 
experknce  d[  die  year  fdkiwi^ 

Risins  Livbis  Corit  PHor  to  April  1943 

Pd^ygen  September  19429  die  month  die  Congress  in  the  Stabilization 

Act  as  the  base  for  vrage  and  cost-of4ivto^  stabtUzadon»  and  April  1943,  the 

cost  of  living  rose  5.3  percent,  the  cost  of  foods  11  percent.  A  continuation  o£ 
this  same  rgle  of  increase  would  by  April  1944  have  brought  the  cost  of  living 
15  percent  above  the  level  named  in  the  statute.  Actually,  under  the  program 
tfiat  was  developed  to  implement  die  President's  hokkhe-Une  older,  the  cost 
of  living,  which  rose  again  in  May,  was  reduced  for  3  successive  months  and 
then  was  stabilized  within  a  very  narrow  range  of  fluctuation.  In  April  1944, 
I  year  after  die  issuance  of  the  hold^he-line  order,  the  cost  of  living  still  shows 
no  significant  net  change.  This  means  that  afeer  3}4  yws  of  steady  increase 
in  the  cost  of  living  the  line  has  been  held  for  a  solid  year. 

During  this  period  the  inflationary  pressures  did  not  lessen,  but  on  the  con- 
trary increased.  On  the  demand  side,  total  income,  even  after  new  taxes,  kept 
firing  as  tonga-  hoars  were  w«^ked  and  the  net  shift  workers  to  better- 
paying  jobs  continued.  Meanwhile,  producticm  for  civilian  use  had  ended  h$ 
slow  increase  and  leveled  off,  and  the  resulting  "inflationary  gap"  between 
spendable  dollars  and  civilian  supplies  steadily  mounted.  On  the  cost  side, 
die  heavy  teqaifemento  of  the  armed  servi<»  for  men  and  maUerials,  die  con- 
tinued burden  <m  transportation  facilities,  and  die  need  for  poddng  agricultural 
production  to  high-cost  "marginar*  levels,  forced  production  costs  higher  still. 
It  vws  despite  an  increase  of  inflationary  pressures,  therefore,  and  not  because 
of  any  leduction  in  those  (Mtcssures,  tkit  the  cost  of  living  was  arrested  in  Us 
rapid  dimb  and  held  for  X2  months. 

The  Prosram  to  Halt  the  Rise 

The  program  of  die  Office  of  Price  Administration  vAikii  made  this  record 
possible  was  announced  April  30,  1943,  and  originally  comprised  four  main 
points: 

I.  The  reduction  of  retail  fruit  and  v^etaUe  priocs,  which  had  got  out  of 
hand,  back  to  levels  reflecting  reasonable  distributors'  margins  and  farm  returns* 
a.  The  reduction  of  retail  meat  and  butter  prices  by  zo  perce^  witfi  a 


squeeze  on  proccsmi  or  prodoeers  piwenttd  by  payment  of  a  subsidy  at  die 

processor  level. 

3.  The  rapid  establishment  of  specific  doUar-and-cents  prices,  community  by 
community,  so  diat  hoosewifo  and  retailer  alike  might  know  die  cxaa  ceiling 

prices.  .     •  .  • 

4.  The  tightening  up  of  enforcement  to  dimtnate  violations,  wfaidi  even  m 

legitimate  stores,  including  those  reporting  prices  to  die  Bureau  of  Labor 
Statistics,  were  found  to  have  resulted  in  food  prices  averaging  5  percent  above 
ceiling  levds. 

The  program  W2S  put  into  cftsct  as  rapidly  as  pos^^le.  In  additiim  to  the 
original  program,  key  cost-of-living  prices  which  otherwise  would  have  had 
to  rise  still  further  were  held  stable  by  the  use  of  subsidies  to  cover  increased 
costs  of  production.  These  included  milk  and  butter  prices  and  diosc  of  bread 
and  family  flour.  In  bodi  these  cases  the  rise  irf  grain  and  feed  jmiccs  was  Ac 
factor  that  made  action  necessary,  a  rise  which  could  not  be  prcvwited  by  price 
control  because  of  the  statutory  provision  that  farm  prices  cannot  be  controlled 
bdow  parity.  Price  advances  <rf  canned  fruits  and  vegetables,  apples,  dried 
beans,  peanut  butter,  po^itoes,  prunes  and  raisins,  v^ctaUe  oils,  and  ttmk 
crops  were  also  prevented  with  the  hdp  of  subsidy  programs. 

Subsidies  are,  of  course,  only  a  single  element  in  the  program  developed  to 
e&ctuate  dbe  Stabilization  Act.   But  they  are  an  essential  clement.  How 

essential,  and  why,  it  is  die  purpose  of  die  foUowing  sectm^  to  make  clear. 

\ 

t 

2.  Why  Subsidies  Must  Be  Used 
Two  Obi«eliv«ft  PradMCtiM  <nd  Stability 

Our  wartime  nadonal  economic  pdicy  has  two  oi^ectivcs.  One  is  the  fullest 
possible  production  of  essential  material»-of  the  goods  that  are  necessary  fee 
waging  war  and  diose  the  civilian  economy  must  have.  The  other  is  the 
preservation  of  the  stability  and  balance— and  in  the  longer  run  the  strength 
and  vitality—of  the  eoonomy.  These  two  banc  objectives  are  closely  linked. 
For,  on  the  one  hand,  the  basis  of  economic  strength  is  production,  and,  on 
the  other,  stability  is  essential  for  the  full  and  efficient  ose  of  men,  machines, 
and  materials.  Despite  this  fundamental  harmony  between  the  objectives  of 
production  and  stability,  however,  Aere  are  particular  situations  in  which  the 
achievement  erf  die  one  raises  spuM  proUems  in.  die  adiievemmt  of  the  olher. 
It  is  to  deal  with  such  situations  and  to  eliminate  any  fncti<Mi  between  the 
production  and  stabilization  programs,  thereby  permitting  their  basic  harmony 
to  prevail,  that  mbsidies  are  necessary. 

The  typical  ntuation  where  jModuction  and  stability  come  into  apparent  con- 
flict is  one  where  production  costs  have  risen  until  diiey  e»3eed  die  iXaSxMnsd 
selling  price  of  the  product.  Clearly,  the  producer  must  be  assured. a  return 
that  covers  all  costs  if  production  is  not  to  suffer.  Yet,  on  die  other  hand, 
staMity  requires  Aat  the  price  to  the  coawwier  not  be  raised.  In  such  a  sit- 
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uadra,  diaefiGkie»  the  twa  bask  msmum  retpuraotieots  ^^qpeiif  to  dooie  atta 

conflict. 

PklM  l4Md  Not  Bm  the  Sitt  Smim  o(  iUtum 

This  apparent  conflict  is  easily  resolved  and  the  solution  to  both  parts  of  the 
pfofakm  becomes  obvious,  howcva^  as  sooa  as  o«ie  gecqgnizcs  that  the  pnee  paid 
by  die  ccmsumer  need  not,  in  an  emergency,  be  Ae  sde  sonuce  of  letittn  to  the 
producer.  What  the  producer  gets  from  the  ultimate  consumer  in  the  form 
of  a  market  price  can  be  supplemented,  in  those  cases  where  the  return  is 
hf  paysicDts  &om  tlie  Govenuncnt.  Alternatively^  the  price  at 
die  producer's  levd  may  be  pemiittcd  to  rise  to  die  reqpured  bright,  but  die 
Government  may  prevent  this  price  from  being  reflected  over  the  retail  counter 
by  payments  to  processors  or  others  between  the  producer  and  the  consumer. 
In  either  case  the  producer  xeori^  m  inoeascd  return  while  die  price  to  the 
final  user  ia  bdd  utichang^. 

War  Strains  Force  Costs  Up 

It  must  be  borne  in  mind  that  certain  costs  are  bound  to  increase,  regardless 
of  our  abiUty  to  stabiliyie  raw  matffri^^  prices  and  wage  rates.  New  and  more 
expmrive  raw  materiab  must  oommouty  be  substitv^  £or  those  custcnnarily 
used;  less  efficient  fecilitks  and  less  effidoit  labor  must  be  utiHzed;  foreign 
suppliers  raise  their  prices;  traffic  congestion,  breakdowns,  and  the  hazards  of 
ocean  shipping  increase  transportation  costs.  Expanded  food  production  de- 
mands use  of  less  sukaUe  lan^  poor  equ^mcnt^  and  less  efficieat  labor.  A 
variety  of  such  dislocarions  is  inevitable  in  wartime.  Every  producer  is  famfliar 
with  one  or  more  of  them. 

In  many  cases  earnings  are  suflBcient  to  permit  these  cost  increases  to  be 
absorbed*  In  maay  oilier  cases  they  may  be  ofis^  by  wartime  ecooomies  of 
pfoductioa.  There  will  uever&eiess  be  cases  where  the  return  nuut  be 
increased  if  production  is  not  to  suffer.  If  in  all  such  cases,  however,  prices 
were  to  be,  increased,^  obviously  there  could  be  no  stabilizationu 

Pt  f  II     1^  mm  m  A.  _  ■  D—  I  I —  J  ^  S»—lar 

Rising  costs  pres^  proUems  for  price  rtabilization  ix4herever  dbey  are  Ml 
For  it  has  become  apparent  to  alt  that  one  price  increase  frequency  makes 

necessary  a  dozen  others.  These,  in  turn,  require  other  adjustments  and  create 
further  pressure  throughout  the  economy.^  Prices  which  enter  the  cost  of 
living  are  particulariy  critical  because  of  the  impact  whidi  movements  oi  the 
cost  of  living  have  upon  wages  and,  through  wage  costs,  upon  industrial  prices. 

Because  of  the  central  significance  of  the  spiral  of  wages  and  the  cost  of  living, 
the  price  control  authorities  must  be  particularly  on  guard  against  permittix^ 

^For  a  iktwkd  ^mc^amrn  ot  die  Mys  ia  which  priacs  fOKt  wpoa  oac  anoAer,  see 
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increases  in  cost^4ivmg  prices.  This  has  been  found  true  not  alone  in  the 
United  States  but,  earlier,  in  Great  Britain  and  Canada. 

It  is  less  frcquendy  appreciated  that  efEective  price  control  rcquu-es  not  only 
that  the  impact  of  one  price  rise  Ufoa  other  prices  be  avoided  but  that  prices, 
once  determined,  renoain  unchanged  for  a  leaseiiable  period  of  time.  If  a 
price  regulation  has  to  be  frequendy  amended  or  replaced  by  new  regulations, 
it  becomes  complex  and  irritating  to  businessmen.  The  regulation  also  becomes 
less  elective  and  less  enforceable,  because  the  changes  make  it  difl&cult  for  the 
seller,  and  frequendy  imposrible  for  the  consumer,  to  know  what  the  ceiling 
is.  Thus,  both  simplicity  and  effectiveness  of  price  control  require  that  price 
increases  be  avoided  whenever  possible. 

Hie  basic  mson  for  using  subsidies  in  the  stabilization  program,  then,  is  to 
msulate  prices,  and  particuLuiy  the  cost  of  living,  from  the  rising  costs  which 
war  conditions  make  inescapaUe  and  i;i^iich  must  be  covered  if  essratial 
production  is  to  be  secured.  We  turn  now  to  an  examination  erf  what  die 
Nation  gets  for  this  expenditure  of  pubUc  funds  to  cover  these  particular 
costs  of  irar. 

3,  Savinss  Made  Possible  by  the  Use  of  Subsidies 

There  is  widespread  appreciation,  both  in  Britain  and  in  Canada,  that  the 
subsidy  program,  by  helping,  to  stabilize  living  costs  and  the  wage  bill,  is  saving 
the  country  fu  more  than  it  is  oqsdog  the  treasury.  The  principles  involved 
may  be  illustrated  if  we  turn  to  the  program  now  in  effect  in  the  Uniied 
States  and  compare  die  cost  of  the  subsidies  widi  the  costs  that  would  result 
undor  the  pAx  and  wage  adjuf^tm'^n^^  that  would  be  necessary  if  subsidies  were 
not  used* 

Even  when  we  take  the  narrow  view  and  igiuMe  die  kmneasuraUe  dmage 

that  inflation  could  do  to  war  production,  war  morale,  and  post-war  adjust* 
ment»  considering  only  the  narrow  financial  results  of  using  subsidies  to  help 
prevent  iiiflatimi»  we  find  thatsidisidies  are  an  eoMmously  profitable  investment 
as  compared  to  the  alternative  price  and  wa^  uicreases*  Hacy  save  Ae  Gov- 
ernment  and  consumers  far  more  than  they  cost.  In  fact,  even  if  we  ignore 
the  savings  to  consumers,  they  save  the  Government  alone  a  great  deal  more 
than  they  cost* 

Direct  Savinst 

Some  of  the  subsidies  now  in  effect  were  introduced  to  make  pbssiUe  the 
reduction  of  retail  prices.  These  are  the  meat,  butter,  and  pcaimt-buttcr 
subddies.  Most  of  the  present  subsidies,  however,  have  been  used  to  avoid 
the  altemative  of  price  inoeases*  The  subsidy  to  ofiset  inoeased  feed  costs  to 
dairymen  is  typical  of  these.  The  effect  of  aS,  once  in  opetatioQ»  is  of  cwirse 
the  same,  namely  to  permit  the  current  price,  which  may  or  may  not  represent 
a  reduction  from  an  earUer  price,  to  be  maintained.  In  all  cases,  the  direct 
price  iacitases  diat  aie  avoided  by  use  of  wbsidies  esoeed  their  cost. 
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AH  food  subsidies  together  are  costing  about  $1,350  million  a  year  in  April 
Z944i  The  annual  direct  saving  to  civilian  consumers  and  to  Government  pur- 
c^i^atng  agendesy  combined,  arising  diiecdy  from  these  [mgraffls  amount  to  at 
least  $1,820  million.  On  civilian  consumers*  purdbascs  taken  separately,  the 
cost  of  the  program  is  about  $990  million,  the  remainder  being  paid  on  Gov- 
ernment purchases.  The  direct  saving  to  consumers,  in  terms  of  higher  prices 
they  would  have  to  pay  dmosi  imm^iauly  if  the  subsidies  were  withdrawn,  is 
at  least  $1420  fH?tltWin^  Following  i$  a  labulatiott  of  current  ^mt  savtiigs: 

IHrec$  Skmmgs  Prom  Food  Subsidies 


(MiUions  of  Dollars  per  Annum) 


Gross 

Subsidy 

Net 

Smnng 

Cost 

Smrmgs 

360 

40 

 i»4^  • 

990 

• 

430 

1.350 

470 

These  direct  savings  result  from  several  causes.  First  there  are  the  hig^r 
margins  which  prevail  in  business  when  {Mrices  go  up,  pardy  because  some  costs 

(e.  g.,  spoilage  costs)  rise  when  the  cost  of  goods  handled  rises,  partly  because 
in  many  lines  of  business  percentage  margins,  rather  than  margins  expressed  in 
ddilar  and  cents,  are  long  established  buwiess  practice.  If  a  product  rises  3 
cents  in  price  at  the  processing  level,  for  example,  it  may  be  mcessary  to  raise 
its  ceiling  by  4  cents  at  the  retail  store.  Second,  numerous  food  products — 
bread  is  a  good  example — ^must  be  priced  in  whole  cents  per  unit,  so  that  a 
rise  of,  say,  ooe4ialf  oent  in  cost  to  wholesalers  or  retailers  would  require  a  full 
cent  rise  in  die  price  to  die  amsumor.  Finally^  there  are  cases  in  which  a 
subsidy  paid  on  only  a  portion  of  the  supply  serves  to  avoid  a  price  increase 
vdiich  would  otherwise  have  to  be  granted  across-the-board,  or  in  which  the 
amount  of  subsidy  paid  to  some  recipients  can  be  lower  tlian  that  by  which  the 
pHce  would  have  to  be  raised  to  idl  if  the  sdbskfy  tedmiqae  were  not  employed. 
Examines  of  these  types  of  saving  are  given  bdow*  (See  pages  lo-ix.) 

faidiract  Sovingi 

These  direct  savings,  substantial  though  they  are,  are  the  least  important 
somtes  of  saving  from  sdbsidies.  Far  more  important  is  the  saving  to  the  Gov* 
emment  and  to  ccxisumers  that  results  from  the  avoidance  of  die  wage  increases 
and  further  price  increases  that  would  occur  if  subsidies  were  not  employed. 
An  increase  in  the  price  of  any  important  product  under  wartime  conditions 
puts  in  i^eiation  a  train  ol  oonsequenees  whidh  move  ircesistiUy  to  fuiadier 
increases  in  prices  and  general  inftitioiK 
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Price  Repercussions 


(1)  The  most  important  single  type  of  repercussion  operates  Arough  the 
iinpaa  o£  rising  cosu  of  living  upon  wages  and  rising  wages  upon  costs  and 
prices,  but  there  an  others  wlucb  deserve  attenticm. 

(2)  Thus,  any  price  increase  for  a  axcaaodkf  that  enters  into  the  index  of 
prices  paid  by  farmers  raises  parity  prices  and  may  force  a  rise  in  odling 
prices  for  agricultural  products. 

(3)  A  rise  in  the  price  of  a  farm  product  which  constitutes  an  important 
cost  of  productimi  of  other  farm  oooamodilxs  wUl  have  even  wore  serious 
repercussions.  For  example,  if  feed  prices  were  raised,  prices  of  meats,  poultry, 
and  dairy  products  would  have  to  be  increased  to  insure  adequate  production. 

(4)  If  ^  price  of  one  feed  grain  goes  up,  moreover,  the  prices  of  other  feeds 
may  have  to  be  raised  in  order  to  picserve  Iwbnee  in  the  oae  of  difieicnt 
feedstuffs. 

(5)  Another  in^MMtant  type  of  price  relationship  exists  between  commodities 
^  have  the  same  use,  either  actually  or  potentially.  If  grain  feeds  go  up, 
for  example,  those  who  use  them  wUl  turn  to  protein  feeds.  This  may  give 
rise  to  a  wasteful  use  of  die  latter  feeds.  In  the  many  cases  where  rationing 
is  not  possible,  such  wasteful  use  can  be  discouraged  only  by  permitting  a 
oviesponding  price  increase.  A  most  striking  example  of  this  occurred  in 
Germany  during  the  last  war,  when  die  jwicc  of  grease  for  lubrication  was 
permitted  to  rise  whflc  the  price  of  butter  was  hdd  down.  As  a  result  of  the 
discrepancy  between  the  prices  of  grease  and  butter,  it  became  dicaper  bx 
farmers  to  lise  butter  for  lubricating  their  machinery.  This  wasteful  use  of 
butter  would  nev»  have  occurred  if  die  returns  to  producers  of  grease  had 

•  been  raised  by  granting  them  a  subsidy  instead  «rf  a  pice  increase. 

(6)  Finally,  any  price  increase  breeds  demands  for  odier  ^ioe  increases 
simply  on  the  grounds:  "His  price  was  raised,  why  shouldn't  you  raise  mine?** 
Every  break  in  the  stabilization  line  undermines  the  strec^gth  of  those  who  are 
trying  to  prevent  a  nu^m'  collapse. 

The  Cun«nt  Balcuice  of  Prices  and  Wases 

The  avmdance  of  all  these  tq)ercusskMis  is  the  reason  why  indirect  savi^ 
from  subsidies  are  so  large.  While  the  calculation  of  indirect  savings  to  take 

account  of  all  these  repercussions  could  be  litde  more  than  guesswoik,  die 
indirect  savings  from  avoiding  wage  increases  can  be  roughly  estimated  in 
dollars  and  cents.  It  is  highly  important  that  the  dimensions  of  these  par- 
ticular savings  be  grasped,  few  rinee  the  ^ring  <rf  ic)43  we  have  been  faced 
by  a  situation  in  which  die  alternative  to  subsidies  is  a  breakdown  of  wage 
stabilization,  and  a  series  of  wage  and  price  increases  that  would  cost  the 
Government  many  times  the  amoimt  of  the  subsidy. 

At  die  time  die  Commodity  Credit  Corporation  Bill  (H.  R.  3477)  ««« 
consideration,  rough  calculations  were  made  which  ilhistrate  Ae  general  dnnm- 
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sions  of  the  ratio  of  these  savings  to  costs.  With  respect  to  these  calculations^ 
which  are  set  fordi  below,  it  ^uld  be  kejA  in  mind,  however^  diat  diejr  le- 
fleet  ohly  a  part  of  the  indirect  savings  which  result  fronk  the  use  of  subsidies 

and  that  the  case  for  using  subsidies  does  not  rest  solely  on  the  avoidance  of 
wage  increases. 

The  food  subsidy  programs  wfaidi  would  have  had  to  be  wididrawn  if  the 
Commodity  Credit  Corporatum  bill  as  sent  to  iht  President  <m  February  ly* 
1944,  had  become  law,  were  at  that  time  costing  fi  billion  per  year.^  The 
direct  saving  to  purchasers  of  these  products  was  estimated  at  about  $1,300 
Biillioa.  This  subsidy  expenditure  of  $1  i^Uion  was  at  that  time  direcdy  pre* 
ventiiig  a  rise  ol  7  percent  in  die  cost  of  food  and  3  percrat  in  the  total  cost 
of  living,  as  measured  by  the  Bureau  of  Labor  Statistics,  The  estimates  of  the 
price  increases  which  indirectly  would  be  caused  by  banning  these  subsidies 
were  made  on  the  basis  the  repercu^ons  which  could  be  expected  to  f<^ow 
die  initial  die  of  3  percent  in  die  cost  of  living  diat  wonUI  result  under  the  1^. 

CalculaHon  of  Indirect  Savinss 

It  is  conservative  to  assume  diat  if  a  rise  in  the  cost  ci  living  occurred, 

wages  and  salaries  would  increase  by  four-fifths  of  the  percentage  by  which 
prices  rose.  Some  groups  would  probably  be  able  to  get  a  wage  adjustment 
greater  than  the  increase  in  the  cost  (rf  living,  particularly  in  view  of  the  rise 
in  die  cost  of  livii^  diat  has  already  occurred  since  September  1942,  the  base 
date  of  the  Stabilization  Act.  Others  would  be  able  to  get  much  less.  The 
figure  of  0-8  percent  wage  adjustment  for  every  i  percent  price  change  is  a 
omservative  average.  *An  inctease  in  the  cost  of  livii^;  index  amountii^  to 
3  percent  would,  on  diis  estimate^  entail  wage  increases  averaging  about  2^ 
percent.  Since  wages  and  salaries  will  amount  to  about  $100  billion  in  1944, 
the  increase  in  the  wage  and  salary  bill  that  would  occur  if  the  |i  billion  of 
subsidies  were  eliminated  would  be  well  over  $2,300  xniiiioa. 
What  further  e&ct  would  this  have  upon  prices? 

The  most  consorvadve  assumption  that  it  is  reasonable  to  make  is  that  the 
vahic  of  output  would  go  up  on  the  average  by  the  dollar  amount  of  the  in- 
crease of  wages  and  salaries.  In  some  cases,  to  be  sure,  profit  margins  are 
wide  enough  so  diat  an  increase  of  wages  could  be  absorbed  without  an  in- 
crease in  prices.  Where  profits  are  already  low,  however^-<md  this  may  be 
true  for  essential  firms  even  where  not  true  for  an  entire  industry — ^a  wage 
increase  would  put  pressure  on  prices  for  the  industry  as  a  whole. 

In  still  other  cases,  prices  are  d^ermined  upon  the  basis  U  cost  {dius  a  per- 
centage. This  is  often  true,  for  ezampfe,  in  distribution,  reasons  already 
referred  to.  It  is  also  true  under  many  Government  contracts  where  prices  are 
made  on  just  this  basis.  Taking  all  these  factors  together,  it  is  clear  that  the 
smallest  increase  to  be  expected  in  the  value  ot  sf^fegjaubc  national  cm^Mit  aa 

'The  cost  of  all  die  food  subsidy  programs  oomUned  CTCcecdcd  $z  billioa  at  diat  ti0ie»  but 
not  all  pBogians  #oidd  hvft  hem  dBimnatcd     dds  bilL 
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a  result  of  a  wage  increase  would  be  an  increase  equal  in  dollars  and  cents  to 
the  added  wage  and  salary  cost. 

Xhis  is  not  die  end  ol  die  matter,  however.  The  price  increases  that  would 
mult  horn  die  initial  wage  a^ustment  would  agun  raise  die  cost  U  living 
and  this,  in  turn,  would  require  further  wage  adju^ments.  These  wages  ad- 
justments, in  turn,  would  lift  prices  further  still. 

'  The  ^>eed  with  which  wage  rates  would  react  to  the  higher  prices,  prices 
in  turn  to  the  hig^  wages,  wages  in  turn  to  diese  still  higher  (Mrices,  and  so 
on,  cannot  be  predicted  accurately.  Scwnc  wages  can  be  adjusted  very  prompdy, 
others  less  prompdy.  Salaries  in  general  are  quite  "sticky,"  so  long  as  prices 
do  not  rise  too  rapidly,  but  they  too  would  tend  to  go  up  if  price  and  wage 
kvds  rose.  It  is  reascaiaUy  cooservadve  to  assimie  diat,  on  the  average,  two 
rounds  of  wage  and  price  adjustments,  definitely  geared  to  die  initial  tfid 
indirect  increases  in  living  costs,  would  occur  within  a  year. 

It  should  be  noted  that  if  wage  rates  have  lagged  behind  movements  of 
Itvi^  costs,  the  wage  and  hoice  die  price  incresaes  set  loose  by  an  initial 
stimulus  may  be  bodi  larger  and  mon  rapid.  It  is  quiut  possftle  idso  diat  in 
view  of  prospective  price  increases  there  would  be  a  general  demand  for  wage 
increases  more  than  o0setting  rising  living  costs,  in  which  case  new  inflationary 
fames,  not  direcdy  ccmncOed  widi  die  initial  price  rise,  would  aoodocate  and 
amplify  the  spiral.  It  is  assumed  in  die  following  calculations,  however,  diat 
only  two  rounds  of  repercussions  take  place,  geared  in  each  case  to  80  percent 
of  the  prior  rise  in  living  costs. 

Toloi  Savinss  of  $4.50  to  $8.00  for  Evwy  Dollar  Spmt 

At  the  end  ot  two  wage  and  i«ce  adjustnmts^  the  cost  of  goods  and  senr- 
ices  would  have  risen  by  about  $3,300  million.  The  Federal  Government  alcme 

will  be  purchasing  nearly  50  percent  of  the  gross  national  product  and  would 
presumably  have  to  pay  almost  half  the  cost  of  any  price  increase.  The  saving 
on  Government  esqpenditures  thrcHi^  die  avoidaiuse  of  price  inoceases  that  the 
Government  vrould  otherwise  have  to  pay  is  dimfore  dbout  $1,600  million. 
The  saving  to  consumers  from  the  avoidance  of  these  price  increases  is  some- 
what greater — roughly  $1,700  million.  When  the  direct  saving  to  consumers 
from  die  avoiclance  of  the  initial  price  increases  on  the  subsidized  commodities 
is  added  to  dm,  the  total  wnng  to  consumers  amoiuts  to  approodouudiy  $3,000 
million.  Thus  the  total  saving  on  expendttnies  for  Government  and  consumers 
together  amounts  to  about  $4,600  million.  Since  the  cost  of  these  subsidies 
was  only  about  $1,000  million  a  year»  die  ratio  of  saving  to  cost  is  roughly 
4%  to  I. 

If  we  make  the  somewhat  less  conservative,  but  perhaps  more  realistic,  as-  * 
sumption  that  a  rise  in  wages  would  bring  about  not  an  equal  dollar  increase 
but  rather  an  equal  percentage  increase  in  prices,  the  savings  are  still  greater. 
On  die  basts  dE  dus  assumption,  savinp  on  Govenunent  e:i9raditures  akm^ 
at  die  end  of  two  rounds  ol  wage  and  price  increases^  are  esrimaied  at  aboitt 
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$3,000  million.  Savings  to  consomcrs  &om  iIm  avcndance  of  indirect  price 
increases  are  over  $4,000  million,  and  when  the  initial  direct  savings  of  $1,300 
miUinn  to  consumcTS  are  added,  the  total  is  over  $8  billion  on  Government 
and  expenditures  tog^her*  The  cost  o£  subskties  needed  to  ekxsm 

this  result  being  $1  billion,  the        of  saving  to  cost  on  this  assiuiipti«m  is 
therefore  no  less  than  8  to  i. 

MmHol  SufaridiM 

Often  only  a  portion  of  the  supply  of  a  onmnodity  need  be  subddized,  since  a 

substantial  part  of  the  supply  can  be  provided  profitably  at  the  ceUing  price. 
Marked  variations  in  costs  among  the  producers  of  a  product  are  frequently  ^ 
iound.  In  additii<^n>  many  producers  can  profitably  produce  a  substantial  output 
at  ceiling  prices,  aldiough  for  addidonal  production  their  GO8&  would  exceed 
the  ceiling  price.  In  such  cases,  subsidy  payments,  while  necessary  to  insure 
the  required  production,  may  be  limited  solely  to  high-cost  producers  or  the 
high-cost  portion  of  each  producer's  output.  In  certain  other  cases,  while  all 
producors  may  need  some  ^ibsidy  to  sdl  at  ceiling  prices,  the  amount  of 
payment  can  be  adjusted  to  die  differing  needs  ct  die  producers.  Such 
"marginal"  or  "differential"  subsidies  naturally  maximize  both  direct  and 
indirect  savings  jgex  doUar  of  Goverjiment  expenditiue. 

Savinss  of  $19  for  $1  Spent 

The  most  striking  example  of  subsidies  to  marginal  producers  is  the  premium 
payment  plan  for  copper,  lead,  and  zinc,  which  has  been  operating  since 
February  1942.  In  1943  the  subsicty  m  copper  saved  the  Government  ahoost  , 
$19  for  every  dollar  spent.  If  high-cost  copper  had  been  dbtained  in  i(>43  * 
by  permitting  copper  prices  to  rise  from  the  ceiling  level  of  12  cents  to  the 
price  necessary  to  cover  high-cost  but  vital  production,  users  of  copper  would 
have  paid  an  additional  $650  million  in  the  form  of  higher  prices.  To  avoid 
this  the  Government  made  {mniiuna  payments  a^^atis^  about  I35  million 
for  the  high-cost  copper,  whidi  veas  sold  to  manu&Kturors  of  war  goods  for 
12  cents.  The  premium  payments  constituted  the  subsidy.  Since  virtually 
all  copper  goes  into  war  goods  bought  by  the  Government,  the  subsidy  made 
it  posstt^  ior  the  Government  to  avoid  paying  a  premium  00  the  ovorwhelmii^ 
bulk  the  output  in  the  fonn  of  additioiud  direct  coMs  of  die  copper 
component  of  war  materials.^ 

Diitmitiqtion  Under  Food  Subsklits 

Apfdication  ol  essentiaUy  the  same  {winciple  is  found  in  a  number  of  the 
food  subsidy  programs* 

'A  portion  of  these  additional  costs  would  have  been  offset  by  incicased  yidd  c(  excess 
profits  taxation  consequent  upon  the  higher  profits  of  low-cost  copper  producers. 
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.  Incenme  PaymeMs.—ltk  the  incentive-payment  pn^;rams  on  pot^Ks  and 
truck  crops,  premium  payments  were  made  to  growers  on  diat  part  of  liieir 
acreage  between  90  and  110  percent  of  the  farm  crop  "goal"  established  by 
the  War  Food  Administration.  This  is  an  extremely  economical  alternative 
to  raising  prices  for  tbe  entire  oul^  of  tbesc  products  high  enough  to  evoke 
equivalent  additions  to  production. 

Transportation  Subsidies.— The  subsidy  on  apples  involves  payment  of  a 
part  <rf  transportation  costs  for  the  marginal  supply  of  apples  which  must  be 
shipped  from  the  Pacific  coast  to  most  other  sections  of  the  country.  This 
avoids  having  to  raise  apple  prices  diioughout  the  greater  part  ctf  the  country 
to  make  it  profitable  to  pay  transport  costs  on  die  marginal  supply.  A  some- 
what similar  transportation  subsidy  is  used  for  sugar.  As  in  the  case  of  non- 
ferrous  me^  paymoits  ate  made  under  these  two  programs  to  avoid  the 
necessity  of  letting  Ac  price  of  die  cn^  su^y  equal  the  hig^  marginal 
cost  of  a  portion  of  it.  The  only  essential  differences  aie  diat  in  Aesc  pro- 
grams  transporution  represents  the  marginal  cost,  and  a  rebate  of  costs  rather 
tfiftti  a  pmnium  ^ymint  is  employed  to  cover  it. 

Other  Differentiaiion,^  odwr  food  subsidy  ^ograms,  while  payments  can- 
not be  confined  solely  to  marginal  producers,  they  are  di£Eerentiaied  in  amount 
to  reflect  the  varying  needs  of  different  recipients.  The  payments  to  permit 
canners  o£  the  civilian  pack  of  vegetables  and  fruits  to  sell  at  ceiling  prices  without 
haniUlip  was  geared  to  the  needs  of  the  individual  canners.  So,  too,  are  pay- 
ments to  processors  of  so^;4>ean  <m1s.  Parents  on  several  o&a^  foods  reflect 
differences  between  the  support  prices  which  must  be  paid  in  difierent  sedJons 
of  the  country  to  qualify  for  the  subsidy. 

Payments  under  the  dairy  feed  program  vary  by  regions  to  reflect  the  fact 
diat  feed  costs  have  inoeaaed  by  different  amounts  in  the  difierent  f^ions, 
and  that  in  some  areas  prices  have  been  increased  as  partial  olEsets  to  higgler 
costs.  Payments  also  differ  under  the  regional  fluid  milk  programs  and  the 
Inead  and  flour  and  beef  subsidies.  In  the  beef  program,  nonprocessing 
slau^terers  receive  a  higher  subsidy  paynmit  dian  the  large  processing  packets 
and  all  slaughterers  have  their  paymoits  teduced  fsx  any  amount  by  i«diid^  on 
the  average  of  each  month,  they  pay  less  than  "floor"  levels  for  their  catde. 
The  benefits  of  the  several  programs  under  which  the  Government  sells  feeds 
below  cost  for  die  pmpooe  of  prevetmng  increased  pfodiucdoii  costs  and  con- 
sequent higher  prices  dE  meats,  dairy  products  and  poultry  ace  of  course  avail- 
able to  any  eligibile  feed  user,  but  the  great  bulk  of  the  subsidized  feeds 
actually  go  into  feed-deficit  areas,  where  feeding  and  other  production  costs 

are  abnormally  hi^ 
Thus  the  same  mirginal  and  difibrential  principles  used  in  most  nonfood 

subsidies — namely,  the  payment  of  subsidies  only  where  and  in  the  amounts 

necessary  to  get  adequate  production  at  ceiling  prices — are  carried  out  in  most 

o£  the  food  subsidy  progfikms.  It  is  impracticaUe  to  take  advantage  of  these 

principles  in  every  program,  or  to  carry  dwm  in  every  case  to  die  aaine 

lengths. 
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4.  Methods  of  Grantins  Subsidies 
DiMct  PoyMtnl 

Sevwal  possiUc  mechanisms  sat  available  for  making  these  payments.  One  is 
a  direct  payment  of  die  subsidy  to  producers  or  distributors,  dq>ending  upon 

where  the  pressure  on  returns  is  being  felt,  or,  in  case  prices  for  the  industry 
are  realigned  generally,  where  the  subsidy  can  be  most  efficiently  administered. 
This  coomuMdy  is  at  the  processor  leveL  Fot  example,  the  peanut  butter  sub- 
sidy is  paid  to  the  manufocturers  rather  dian  to  whdesalers  or  n^ailers  pri- 
marily because  of  the  smaller  number  of  firms  to  wfaidi  payments  must  be 
made* 

Pwckoie  and  Sale 

A  second  method  is  for  the  Government  to  purchase  the  entire  output  of  the 
product  to  be  subsidized  and  to  sell  it  back  to  the  industry  or  to  consumers  at 
a  lower  price  than  was  paid.  The  Ism  resulting  ^om  sale  at  the  lower  price 
constitutes  the  subsidy.  By  this  means  the  Government  can  pay  a  price  to  the 
producer  high  enough  to  insure  adequate  production,  while  at  the  same  time 
the  product  can  be  made  available  to  processors  and  distributors  and  diereby 
to  consumers  at  a  lower  price  than  would  be  possible  without  the  subsidy. 

This  method,  like  the  first,  is  used  extrasively  in  Canada  and  Great  Britain. 
In  Canada,  the  Commodity  Prices  Stabilization  Corporation,  especially  created 
for  the  purpose,  conducts  these  purchases  and  sales.  This  method  has  also  been 
used  in  the  United  States.  For  example,  the  Commodity  Credit  Corporation 
p^tTrh^aftt  peanuts  and  soybeans  fxam  prochicers  and  sells  them  to  crudcrs 
at  kywer  prices,  thus  permitting  vegetaUe  fots  and  oik  to  be  processed  and 
sold  at  stable  prices  while  sustaining  the  Department  of  Agriculture's  support 
prices,  established  so  that  production  of  peanuts  and  soybeans  may  be  increased. 

The  dbird  mediod  of  subsidy,  which  in  fact  is  only  a  variation  of  the  second, 
b  for  die  Government  to  purchase,  not  the  entire  output,  but  tbat  portion  of 
the  output  of  a  commodity  which  is  produced  at  a  cost  higher  dian  is  covered 
by  the  ceiling  price  and  to  sell  it  to  the  industry  at  the  ceiling  price.  This 
method  has  been  used,  for  exan^,  in  connection  witb  imparted  metals  needed 
for  war  pnxfaicdofi* 

Operation  of  o  Loss 

A  fourth  method  of  subsidization  is  the  provision  of  a  service  by  the  Gov- 
ernment at  a  loss.  This  method  has  been  used  only  in  connection  with  the 
provisioii  of  services  that  have  mounted  in  price  directly  because  of  war  am- 
didons.  For  example,  during  the  period  when  sulmiarine  activity  was  causing 
severe  losses  to  our  shipping,  the  War  Shipping  Administration,  in  order  to 
stabilize  the  cost  of  war  risk  insurance  to  shippers,  insured  commodities  at 
staUe  rates  and  absorbed  any  amount  by  which  daim  payments  exceeded 
pratniums.  Commercial  insurance  races  had  skyrocketed,  and  without  the  Gov- 
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emment's  program  foe  pnmding  insurance  at  stable  rates,  the  continued  im- 
portation of  goods  at  stable  prices  would  have  been  impossible. 

5.  Analysis  of  ObjecHons  to  Subsielies 

Hie  program  ^cpanding  the  use  ct  subsiifies  into  one  the  key  techniques 
for  stabilizing  the  cost  of  living  has  given  rise  to  a  host  of  objections.  The 
weakness  of  most  of  the  objections  to  the  use  of  subsidies  is  that  they  ignore 
the  altuiudves  whidi  must  be  faced  if  subsidies  Sfe  not  used.  Let  us  con- 
sider eadi  <tf  diese  cdqecdons  in  turn,  remembering  as  vi«  do  so  diat  we  are 
dealing  here  with  subsidies  as  a  means  of  avoiding  and  [MTventing  price  in- 
creases without  injuring  production.  Under  such  circumstances,  the  alternative 
to  the  use  of  subsidies  must  be  a  rise  in  the  cost  living  and  an  upward  swing 
in  die  spiral  of  ^ices  and  wages.  (See  pages  3-5,  above.)  . 

Objaction  1:  ''Subsidies  Lower  Pricas,  Are  Therefore  Inflationary**! 

This  objection  takes  various  forms.  In  its  most  confused  form  the  argument 
is  that  subsidies  to  hold  down  or  reduce  prices  leave  people  with  more  money, 
to  spend  upon  odier  qommodities,  and  are  therefcm  inflationary. 

Now,  of  course,  to  say  that  lower  prices  are  more  inflationary  than  higher 
prices  is  to  say  that  down  is  up!  Probably  what  people  have  in  mind  when 
diey  make  this  argument  is  diat  if  we  vrere  to  let  prices  go  txp  without  letting 
ina)mes  go  up— ^  virtually  impossflde  task-- dbe  price  increase  would  prevent 
or  discourage  people  from  buying,  and  that  if  wc  hold  prices  down  we  shall 
have  to  restrict  their  purchasing  by  other  means.  But  in  wartime  this  necessity 
must  be  faced  in  any  case.  In  time  ot  war  we  caimot  use  rising  prices  to 
prevent  purchases  of  neces^tks  by  consumers,  for  to  do  so  would  be  to  distribute 
essential  supplies  to  die  people  ik4io  have  the  longest  purses.  It  is  predsely 
to  avoid  such  an  inequitable  distribution  of  scarce  necessities  that  we  have 
price  control  and  rationing  in  the  first  place. 

In  any  event,  diis  arguinent  comfd^y  overlooks  die  fact  that  if  prices  wore 
permitted  to  rise,  then  soon^  <Mr  later,  and  probably  sooner,  wages  and  oAor 
incomes  would  have  to  be  adjusted  to  the  increased  cost  of  living.  Moreover, 
the  rise  in  parity  prices  would  require  an  increase  of  ceilings  on  farm  products 
and  this  would  result  in  an  increase  of  farm  nuMiey  income.  The  increase  of 
money  incmnes  resulting  frcMn  these  vrage  and  price  adjustments  would  give 
consumers  far  greater  purchasing  power  dian  would  be  absorbed  by  the  initial 
higher  prices.  These  adjustments,  therefore,  magnify  the  consequences  of  a 
price  rise.  On  the  other  hand,  even  an  across-the-board  subsidy  avoids  this 
infladonary  result,  and  a  subsidy  ^at  is  limited  to  high-cost  pcoducdon  reduces 
still  further  die  reladvdy  small  increase  of  income  resulting  under  any  subsidy 
program.  This  objection  assumes  that  subsidies  release  more  purchasing  power 
for  expenditures  upon  other  commodities  than  a  price  increase  with  all  its  in- 
direct ejects  vrould  do.  This  amimption  is  simply  not  correct. 
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Ofaiwtioii  Ss  **Subsiditt  InaMM  War  Exptnditum,  Thus  Feed  Inflotioa'' 


Anodier  leason  is  advaooed  lor  supposing  subsidies  to  be  ioflatkmary.  It 
is  recognized  that  die  toorease  cf  war  e:q)radtlya«s  is  die  tmderlying  cause  die 

inflationary  danger.  Does  it  not  follow,  it  is  argued,  that  a  further  increase, 
such  as  is  invoivpd  in  the  payment  of  subsidies,  aggravates  that  danger?  Here 
again,  howevor,  die  aaswor  is  dear  wlien  die  alternative  to  subsidies  is  borne 
mmind. 

A  rise  in  prices  would  involve  an  increase  in  Government  and  private  ex- 
penditures far  greater  than  the  increase  which  the  subsidy  expenditures  involve. 
In  fact  the  rise  diat  a  price  increase  would  cause  in  Government  expenditures 
alone  is  far  greater  ^bm  diat  involved  in  the  payment  of  sidssidies.  This 
fallows  from  the  fstd  diat  die  Government  is  now  die  major  buyer  of  goods 
in  the  American  economy.  It  has  been  noted  above  that  in  the  fiscal  year  1944 
the  Government  will  probably  purchase  almost  50  percent  of  the  gross  na- 
tkmal  product  Its  esqoraditum  will  be  nearly  $xoo  billion  and  of  this  total 
about  $75  billion  will  be  spent  on  goods  alone.  A  x-percent  increase  in  die 
prices  Government  must  pay  for  goods  would  cost  it  in  the  neighborhood  of 
$750  millions.  The  subsidies  required  to  forestall  such  an  increase  fall  far 
diort  of  ditt  sum*  Tbm^  even  w^en  one  looks  only  at  die  direct  efiEect  on  the 
public  treasury,  die  exist  of  subsidies  is  much  less  than  die  cost  dt  riring  prices. 
Contrasted  with  the  alternative,  subsidies  not  only  constitute  a  definite  economy, 
but  also  involve  a  smaller  expansion  of  purchasing  power,  and  are  therefore 
anti-inflarionary. 

Objection  3:  "Subsidies  Shift  Our  Grocery  Bill  Onto  the  Future** 

This  failure  to  see  that  the  alternative  to  subsidies  is  higher  prices  and  higher 
wages  has  led  some  critics  to  contend  that  the  program  involves  "shifting  a 
part  a£  our  grocery  IM"  to  future  graerati<ms,  and  especmlly  to  our  retumii^ 
servicemen.  The  tacit  assumption  is  dear  diat  tlie  post-war  national  ddit  wiO 
be  larger  if  subsidies  are  continued  than  if  they  are  withdrawn.  Since  this 
assumption  is  incorrect,  the  erroneous  conclusion  is  understandable. 

As  explained  abov^  the  foodstuffs,  textiles,  and  military  equipment  used  by 
oar  armed  forces  w31  rise  in  pnct  if  subsidies  are  removed,  and  the  Govern- 
ment will  consequently  have  to  borrow  much  more  than  die  cost  of  the 
subsidies  to  pay  the  added  bill.  The  returning  servicemen  and  their  children 
will  be  taxed  to  pay  interest  on  this  higher  national  debt  Ironically,  they  will 
make  these  payments  to  those  very  persons  whose  incomes  and  bondholdings 
have  been  increased  by  die  price  spiral  which  the  use  of  subsidies  would  have 
prevented.  Ironically  too,  the  profits  of  the  inflation  will  have  been  earned  from 
the  same  forces  causing  a  decline  in  the  value  of  fixed  incomes,  pensions,  and 
allotments;  kavii^  many  servicemoi's  dependents  in  want  These  dependents 
vrfll  be  paying  higher  grocery  bills  now,  and  the  servicemen  will  be  paying 
stgain  when  they  return  from  the  war.   There  could  hardly  be  a  greater 
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disservice  to  our  men  in  uniform  «uid  to  future  graerations  dian  to  make  &em 

pay  interest  on  an  inflated  national  debt  incurred  to  fight  a  high-price  war. 

Obiedion  4s  '^Subsidies  Only  Conceal  Price  Rises** 

Another  objection  sometimes  made  is  that  the  use  of  subsidies  does  not  pre- 
vent price  increases;  it  merely  conceals  them.  The  basis  of  this  argument  is  the 
flfljm  that  the  subsidies  involve  taxes  which  are  as  great  as  the  price  increase 
diat  is  avoided.  For  examfde,  it  is  said  that  the  use  of  a  subaddy  to  avoid 
an  increase  in  the  price  of  butter  from  50  to  55  cents  a  pound  m^y  means 
that  the  public  pays  50  cents  for  butter  and  5  cents  in  taxation  instead  of 
paying  55  cents  for  butter,  and  that  the  public  is  no  better  o£E« 

ffere  again  die  argument  ign<»es  the  indirect  e&ct  of  a  price  rise  upon 
wages  and  upon  prices  generally.  It  cannot  be  stressed  too  strongly  or  too 
frequently  that,  whether  the  cost  of  subsidies  is  financed  by  taxation  or  by 
borrowing,  the  increase  in  the  tax  load  or  in  the  public  debt  is  far  less  when 
subsidies  are  used  dum  v^hen  pacts  are  pmnined  to  rise. 

Fiuthermore,  the  argument  duit  tiie  pidilic  is  no  betm  odS  because  what  it 
saves  in  prices  it  pays  in  taxes  ignores  completely  the  very  great  difEercncc  in 
the  impact  of  a  price  increase  and  the  impact  of  additional  taxes  among  income 
groups*  Under  our  democratic  system  of  progressive  taxation,  additional  tax 
revenues  are  raised  prcdominrady  in  accordance  wtdi  ability  to  pay.  A  price 
increase,  on  the  other  hand,  takes  equal  amoimts  from  every  puiduuer  regard- 
less of  his  income,  and  thus  takes  a  higher  perccnuge  of  low  than  of  high 
incomes. 

The  bet  that  inftttion  does  bear  so  heavily  and  so  unfairly  on  low  income 
groups  is  a  major  reascm  for  imposing  price  oontrcJ  in  the  first  (dace.  To  say 

now  that  it  does  not  matter  to  the  consumer  whether  price  increases  are 
prevented  or  not  is  to  deny  completely  this  basis  for  price  control. 

ObiwriM  5:  "ConsMMfs  Gm  Affoid  Hith^  PMcw*' 

A  somewhat  similar  Macy  underlies  the  point,  frequendy  made,  that  price 
increases  are  not  ol^ectiixiaUe  because  consumers  have  such  high  inoimes  tluu: 
tkey  can  afford  to  pay  higher  prices.  Figures  are  dien  died  to  show  diat  total 
income  of  consumers  has  risen  by  more  than  the  cost  of  consumers  goods  and 
that  consumers  are  consequendy  spending  a  smaller  proportion  of  their  total 
income  dian  ever  before.  Here  again  the  use  of  total  figures  conceab  one  of 
die  major  problems  diat  price  control  is  designed  to  meet. 

The  increase  of  total  consumer  income  reflects  extremely  large  increases  in 
the  incomes  of  some  consumers  and  at  the  same  time  very  small  increases,  no 
increases  at  all,  or  actual  decreases  in  the  incomes  of  others.  The  annual  earur 
ings  ^  large  groups  of  die  pqpubdon  have  not  risen  hf  neatly  enough  to 
compensate  for  the  rise  in  the  cost  trf  living  and  in  many  cases  have  not  risen 
at  all.  Between  January  1941,  the  base  date  for  wage  stabilization,  and  Jan- 
uary  1944,  average  weekly  carninfi^  (including  overtime)  in  all  nonagricul- 
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tural  establishments  rose  43.0  percent.  When  corrected  for  the  rise  in  the  cost 
of  living  during  the  same  period,  this  percentage  is  drastically  lowered  to  i6.i. 
Within  nonagricuitural  establishments  as  a  whole,  real  weekly  earnings 
rose  37^  patent  in  manufaGturing  and  46.5  percent  in  mining.  In  ncmmanu- 
&icturing  estaUidmients,  on  the  other  hand,  real  weekly  earnings  increased 
only  3.3  percent.  In  this  group  are  trade  (up  2.2  percent),  finance  and  service 
(increased  1.9  percent),  and  Government^  in  which  real  weekly  earnings 
dedined  %a  peroeitt. 

In  addition  to  diese  d^re  are  more  than  30  millicm  pcrscms  who  are  de- 
pendent upon  pensions,  military  allotments,  annuities,  and  similar  incomes  which 
cannot  be  increased  by  bargaining  at  all.  Such  persons  are  invariably  squeezed 
in  a  period  o£  rising  prices.  The  contiactioa  in  the  vak»  of  du^r  inomies 
far  exceeds  the  "squeezes"  diat  are  the  subject  of  much  comfJaint  by  some 
I»x)duoers.  When  the  cost  of  living  rises,  it  rises  for  all.  When  consumer 
income  rises,  however,  it  does  not  rise  for  all.  The  increase  of  total  consumer 
incomes  is  therefore  no  test  of  the  ability  of  consumers  to  pay  higher  prices. 

Moreover,  the  fact  that  total  consumer  ioocuiie  has  increased  num  than  die 
value  of  consumers  goods  is  itsdf  largely  a  reflection  of  inflationary  forces,  al- 
though it  also  reflects  success  in  controlling  prices.  Expenditures  on  con- 
sumers' goods  have  been  held  down  because  the  physical  quantity  of  consumers' 
goods  has  been  curtailed  and  price  rises  have  been  restrained.  The  increase 
in  incomes  on  the  other  hand,  reflects  increasing  production  and  employment 
in  war  industries,  as  well  as  increases  in  wage  rates,  profits,  and  farm  prices. 

The  increase  of  consumer  income  in  excess  of  the  rise  in  the  value  of  con^ 
sumers'  goods  and  services  is  a  general  characteristic  of  war  periods.  If  in- 
comes did  not  rise  faster,  diere  would  be  no  upMrard  pull  upon  prices.  The 
disproportionate  growth  of  consumer  income  is,  in  other  words,  a  reflection  of 
the  very  thing  that  causes  the  inflationary  pressure.  To  raise  prices  on  the 
theory  that  a  high  level  of  consumer  income  justifies  an  increase  would 
inevitably  result  in  further  increases  of  profit^  farm  inanoes,  and  wages,  and 
theref<MT  of  consumer  incomes.  The  increase  of  consumer  incomes  would, 
on  this  theory,  justify  still  further  price  increases.  This,  in  turn,  would  force 
further  increases  in  consumer  incomes,  and  so  on,  indefinitely.  Thus,  if  this 
argument  were  to  be  transb^  into  pradk^  it  would  result  in  continuoudy 
rising  prices. 

Objection  6e  "Cotriy  Subsidies— Tiny  Savings*' 

Another  related  mistake  is  involved  in  the  objection  that  the  saving  to  the 
public  from  the  avoidance  of  particular  price  increases  would  be  only  a  few 
ddlars  per  person  and  that  die  jwrvention  of  diis  increase  in  prices  through 
a  subsidy  program  is  not  worth  the  effort  it  involves.  This  argument  has 
all  the  characteristics  that  appear  in  arguments  against  price  control.  Not  only 
»  it  wrong  as  to  the  facts,  but  it  is  likely  to  lull  the  public  into  forgetting 
that  inlbrion  must  be  fought  every  step    the  way. 
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It  is  wrong  as  to  the  facts  because  it  takoi  into  account  only  the  initial 
price  iocrmse  that  ^  subaii^  amid%  while  con^l^bdy  igiming  ^  feices 
that  cause  one  price  iiicfwse  l6i  fgmt  rise  to  others  and  tlms  to  generate  the 

spiral  of  inflation. 

Second*,  the  argument  that  any  given  price  incvoase  is  insignificant  is  the 
song  that  all  priceomixoUiii^  swdwriow  hftve  to  fieaist.  Nq  sii^  pdoe 
lACfease  takeot  by  itsetf  wfll  i^mi  the  ecooooiy,  say  applicaMs  lor  a  h^faer 

price.  It  is  true  that  any  particular  price  increase  may  in  itself  be  insignificant, 
hut  the  enormous  sum  total  of  consumers'  goods  itself  consists  of  a  vast  number 
of  )ust  such  sqmatdy  "svaall"  compooeats  and  it  is  pcedsely  that  multitude 
«l  indtindaattjf  miMff  pmsum  widhi  ^aju^  ilie  price<oiitndlyig  authctfides 
must  cope.  Such  small  increases,  each  one  direcdy  affecting  only  a  tiny 
fraction  of  the  total  volume  of  goods,  ar^  when  taken  together,  just  the  stufi 
of  which  inflation  is  made. 

FuiihesnM^  9gaia  the  pmt  eem^  to  the  lere^  these  "saaall"  ineieases  we 
iKit  small  to  persons  die  lowest  kvds  of  imxMne,  whose  need  for  protection 
against  the  burden  of  inflation  is  greatest.  The  use  of  an  average  figure  to 
indicate  what  a  price  increase  would  mean  to  consumers  disregards  completely 
the  fact  that  sums  which  are  rdativdy  snaall  to  pec^  in  the  middle  and  hig^ 

ineome  brackets  are  substanlM  to  diose  less  fortunatdy  situated. 

« 

Objection  7:      Subsidies  Are  Used  Now,  Won>  Prices  Fall  When  They 

Are  Wididrawo  After  the  War?*' 

The  answer  to  this  question  is  a  flat  "no."  The  subsidies  here  in  question 
are  a  part  of  the  price  contrd  prograna.  They  will  be  withdrawn  when  the  danger 
of  infiadion  has  disappeared,  at  a  time  when  retail  j^ioe  orilings  can  be  removed. 
Thus  diere  wilt  be  no  squeeze  whra  the  subsidy  is  withdrawn. 

Not  only  is  there  no  reason  whatever  to  suppose  that  the  withdrawal  <rf 
subsidies  will  cause  a  decline  in  prices  to  .  producers,  but  there  is  good  reason 
to  suppose  duvt  a  subsidy  program  maltes  a  decline  far  less  Ukdy  to  ooair.  K 
we  permit  icAstioA  to  <iewlop^  a  sharp  post-war  hSL  in  agricultural  prices 
is  virtually  inevitable.  Since  the  price  stabilization  program  cannot  work  without 
the  siihsidy  program,  a  sharp  rise  atui  4  sharp  fall  of  prices  are  far  saoie 
liMy  to  OBeur  wsAoHt:  wdi  e  fteyMti  dbea  with  one. 

Objection  8:  '^Subsidies  Art  Valueless  Udtsi  Wases  Ak  Conpltteiy 

Frozen'* 

Hiis  ol^ecdm  takes  the  fofiowing  form:  "The  main  purpose  of  holding 
prices  down  is  to  aid  wage  stabilization.  The  Litde  Steel  Formula  has  not 
been  adhered  to  with  absolute  rigidity,  and  there  is  no  absolute  assurance  that 
wagBS  wfll  not  oootinue  ta  sise  even  i£  pnoss  ile  aoL  SiAsidies,  Ascefefe,  can 
be  of  BO  uddue.** 

While  complete  stabilization  in  all  sectors  of  the  economy  is  of  course  de- 
rirafak)  the  value     subsidies  is  not  predicated  on  perfection  of  achievement 

17 


on  dtiier  the  wage  or  the  price  bomt  Some  prices  must  go  up.  So  must 

some  wages.  The  argument  for  subskBes  inheres  simply  in  a  recognitkm  ^ 
the  intimate  and  dynamic  relationships  between  prices  and  wages.  To  control 
either,  it  is  essential  to  assure  stable  living  costs.  Any  restraint  on  living  costs 
hdps  check  wage  increases^  prevents  furdier  price  and  increases,  and 
contributes  substantially  to  total  stalnlizatixm. 

Even  a  flexible  wage  line  would  not  nullify  the  fundamental  objective  of 
subsidies.  This  crucial  fact  has  been  explicidy  recognized  in  both  Canada 
and  Britain,  where  spiusms  of  wage  adjustment  have  been  provided  to  com- 
pensate labcMT  for  any  increase  in  the  cost  ol  living  index.  It  is  ^gnificant  that 
*  in  both  countries  comprehensive  subsidy  programs  have  been  instituted  to  run 
concurrendy  with  the  flexible  wage  adjustment  programs — subsidies  declaredly 
designed  to  minimize  virage  increases  by  holding  costs  of  living.  Canada  and 
England  have  had  flexible  lines,  but  they  have  wisdy  permved  tiitf  a 
flexible  line  that  is  under  control  is  preferable  to  the  inevitable  consequence  of 
uncontrolled  living  costs — the  absence  of  any  wage  line  whatsoever. 

ObfMliM  9b  "Si»Uidiw  Am  No  Subctitute  for  Eiifoicoiiimt'' 

Beyond  these  objectionSy  which  fail  to  take  into  account  the  basic  naiXmc 
<tf  inflation,  are  certain  other  points  vtrhich  are  valid  and  vehich  icquire 
consideration.  The  first  is  that  there  is  no  use  in  preventing  price  ceilings 
bom  being  raised  if  they  are  only  disregarded  and  that  under  such  circum- 
stances it  wovid  be  bet^,  in  huXy  to  permit  the  ceilings  to  rise  so  that  the 
illegal  margin  between  selling  prices  and  actual  prices  is  decreased  and  money 
taken  out  of  the  hands  of  violators  of  the  law.  This  is  not  an  argimient 
against  subsidies;  it  is  an  argument  in  favor  oi  enforcement.  The  Government 
does  not  propose  and  never  will  propose  the  use  of  subsidies  as  a  substitute  for 
enforcement.  On  the  contrary,  it  proposes  to  push  enforcement  harder  than 
ever,  and  it  has  taken  i^iective  st>q)s  to  do  so. 

The  Office  of  Price  Administration  has  simf^ed  its  contrcds  by  replacing 
most  of  the  diverse  ceilings  that  existed  under  the  General  Maximum  Price 
Regulation  and  other  leguiations  by  ddlar-and-cents  price  ceilings,  which  are 
as  uniform  as  custcxnary  trade  {nactices  and  cost  di&rentials  permit.  Hiis 
program  has  gone  far  and  it  is  being  pushed  further.  It  permits  consumers 
to  know  what  price  ceilings  are  and  makes  it  possible  for  them  to  recqgnize 
viobtions  where  they  exist. 

This  program  constitutes  a  mi^or  advance  in  the  enforcement  of  price 
control.  In  addition,  since  the  summer  of  1943  the  Office  has  spent  a  sub- 
stantially larger  portion  of  its  appropriation  on  operations  of  field  offices  and 
local  boards,  where  enforcemem  activities  are  conducted.  Finally,  the  subsidy 
program  itself  contributes  to  die  enforcement  of  price  ceilii^  by  enabling  the 
Government  to  check  up  on  conformity  with  its  r^ulations  sknultaneously 
with  the  administration  of  die  program. 
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ObjMHon  10:  '"Svbtidla  An  Subjecl  to  Abuse'* 


It  is  also  argued  that  a  subsidy  program  is  subject  to  abuse.  That  possibility 
does  exist.  It  exists  with  any  Government  program  and  it  must  be  guarded 
against.  The  Government  recognizes  that  a  subsidy  policy  must  be  hedged 
about  with  sa£q;uard^.  A  great  deal  of  thought  has  been  given  to  this  proUem, 
and  standards  have  been  devdbped  for  the  apfdJcation  of  this  pcdicy.  The 
existence  of  the  problem,  however,  should  not  inhibit  us  from  taking  necessary 
action.  Standards  to  protect  the  public  treasury  and  to.  make  certain  that  no 
vested  interests  grow  up  are  no  more  necessary  in  amnection  with  the  subsidy 
program  than  they  are  in  connection  with  many  other  war  ftfograms  which 
governments  all  over  the  world  are  now  prosecuting.  They  have  been  de- 
veloped in  connection  with  procurement  programs;  they  can  be  and  have  been 
developed  in  coimection  with  the  subsidy  programs.  The  question  is  simply 
wfaedier  we  will  face  the  danger  of  one  potential  evil  or  wheth^y  lor  ieayr  of  it> 
we  will  sul^ect  oursdves  to  a  certain  and  greater  eviL  ,  ^ 

We  do  not  refuse  to  fight  the  war  merely  because  the  procurement  of  muni- 
tions opens  the  door  to  abuse.  On  the  contrary,  we  face  that  problem  and  seek 
to  surmount  it  in  order  to  accom{dish  the  gcealcx  purpose.  The  same  rale  is 
applicable  in  the  use  (tf  subsidies. 

Qudified  Objections  to  Subsidies 

Concern  ov^  possiUe  abuse  and  waste  in  the  use  of  subady  funds  poltaps 

accounts  for  the  frequency  with  which  approval  of  this  technique  for  econcMtnic 
stabilization,  while  given,  is  qualified.  Some  of  the  reservations  are  very 
sound  ones.  Among  these  are  limitations  upon  total  subsidy  expenditure  and 
a  r^mr»iait  tibat  sd»dies  be  paid  only  to  the  eitent  required  to  promote 
production  of  essential  goods  at  stable  prices.  Qualifications  of  this  character 
are  universally  recognized  as  desirable.  On  the  other  hand,  certain  reserva- 
tions commonly  made  are  based  upon  misconceptions.  These  misconceptions 
dureaten  to  give  rise  to  inadvisalde  restrictions  vrfikh  mig^  impair  subsidy 
operations.  The  following  four  forms,  which  qualified  approval  som^knes 
takes,  fall  into  this  group: 

Objection  1 1 .  "hodvMr  Subridtet  Atm  Gootf—CoimnMr  SobiMiti 

Are  Bod** 

The  distinction  oftm  drawn  between  so-called  "producer  subsidies"  and 
"consumer  subsidies"  arises  from  failure  to  see  the  two  inseparable  purposes  of 
each  of  the  programs.  In  every  case  the  subsidy  is  being  paid  to  reconcile 
full  productioa,  "wihich  in  some  cases  requires  hig^  returns  to  pnaduons,  widi 
die  requirements  of  economic  stabilization.  In  every  case,  if  subsidies  vvere 
not  paid,  either  the  retail  price  would  have  to  be  raised  or  returns  to 
prQ4vicers«  reckiced. . 
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We  could  gc(  the  loqumd  predwiioii  of  each  suhjactiacd  cpiiitDodky  by 
letting  its  price  rise  high  raouf^.   It  would  be  unwise,  but  h  could  be  done. 

On  the  other  hand,  we  could  hold  the  price  stable  and  do  without  the  last 
few  percent  of  production.  That,  too,  would  be  unwise.  The  virtue  of  sub- 
^<&s  is  that  dkey  peraiit  us  to  avoid  both  of  these  undcdrs^  akernatives. 
They  hold  prkes  amd  ptomMt  pradudJon.  They  are  in  reality  a  subsidy 
neither  to  the  producer  nor  to  the  consumer,  but  simply  a  means  of  bridging  the 
gap  between  high  producer  cost  and  stable  consumer  prices. 

This  dual  character  of  the  subsidy  programs  can  be  illustrated  by  two  ex* 
amples.  The  subdidics  paid  for  hig^i-cost  {mductioa  oi  o^ier^  lead,  aod  zinc 
are  ccmimonly  regarckd  as  subsidies  to  aid  production.  they  are  as  inti- 
mately related  to  price  stabilization  as  they  are  to  production,  for  if  the  sub- 
sidies were  not  paid  the  price  ceilings  could  be  lifted  in  order  to  evoke  the 
required  productkm  The  dairy  feed  payment  program,  on  the  other  hand,  has 
hem  criticized  by  some  as  a  ^eonsumei^  subsidy,  h  is  quite  true  dbat  it 
prevents  the  retail  price  of  milk  and  other  dairy  products  from  rising.  But 
it  is  equally  clear  that  it  aids  production,  since  it  is  a  payment  to  enable  dairy 
fsrmers  to  cover  the  increased  costs  d  operations.  The  purpose  is  to  insure 
msudmmn  (mducdon,  but  wtdiovME  puncturing  price  ceilings.  Every  existing 
subsidy  program,  fully  analyzed,  reveak  this  same  dual  purpose:  stimulus  to 
production  coupled  with  stable  prices. 

Objection  IS.  The  AtttmoHv*  ol  a  **Feod  Stamp  Pion** 

One  ob)eclioi&  to  sidmdies,  iitterestiagly  enough,  arises  from  a  desire  to  sub- 
sidize only  consumers  whose  incomes  are  below  a  stated  level.  Adherents  of  this 
view,  while  agreeing  that  Government  fuad$  should  be  spent  to  cushion  the 
impact  o£  h^  wartime  £ood  costs,  ufxiii  commmt9^  |pd  duu;  ibc  funds  should 
not  be  used  to  hold  domn  prices  for  everyone  but  radier  should  be  oonfined 
to  supplementing  the  purchasing  power  of  low-income  consumers.  Their  pro- 
posal is  to  withdraw  the  present  subsidies,  thereby  letting  the  prices  of  the 
subsidized  foods  rise,,  but  to  issu^  stamps  which  could  be  used  by  certified  low- 
income  coQsumefs  lo  pugchatsc  any  foodstufi.  Hie  stan^  would  be  redeemed 
by  die  Government.  A  similar  system,  confined  to  rdief  clients,  was  in  use 
before  the  war  when  there  were  surpluses  of  foods. 

Although  much  can  be  said  in  its  support,  the  ibod  stamp  plan  is  plainly  no 
substitute  for  the  («ce-resttaining  subsidy  program.  Its  hxal  defect  is  its 
failure  to  protect  die  Nati<m  as  a  whde  against  inflaticm.  It  would,  if  tl^ 
administrative  problems  entailed  could  be  successfully  solved,  relieve  some 
consumers  from  the  immediate  impact  of  inflation.  Yet  inflation  has  many 
evil  eeosequeocas  lor  the  social  and  ecoooBEiic  life  of  the  conwounity  besides 
deprivation  ol  ihiOse  groups  dutt  cannot  keep  pace  ia  the  ii^sttionary  spiral. 
No  program  for  mere  alleviation  of  sufiering  can  be  a  substitute  for  a  firm 
wartime  stabilization  policy. 

Furthermoieift  since  dbe  food  stanm  nlan  would  not  Dmvant  nriott  from 


20 


rising,  it  would  do  very  little  to  reduce  die  pressure  for  h^er  wages  and 
other  momes  wfakh  is  tbs  natural  resuk  of  rising  prices  and  one  tA  the 
chief  causes  of  the  in&tionary  spiral.  The  inflationary  spiral,  as  shown  above, 
breeds  ever  greater  purchasing  power.  Government  expenditures  which  damp 
down  or  eliminate  the  spiral  are  therefore  anti-inflationary.  Government  ex- 
penditules  under  die  food  stamp  plan,  which  are  estimated  to  be  consideraUy 
larger  &an  diose  ctiriendy  made  on  subsidies,  would  truly  be  inflationary  in 
tendency  because  they  would  be  associated  with  rising  prices  and  rising  incomes. 

ObfMtioa  13.  '^Subsidies  on  Marginal  Production  Am  Good— Subudiof 

' Acittia  flic  Boofd*  Am  Bod  *^ 

Hieie  are  some  persons  who  support  the  use  of  si^ndies  where  diey  are 
paid  orfy  for  marginal  production  but  oppose  their  use  where  the  entire  output 
is  affected.  They  are  impressed  by  the  savings  which  result  by  paying  a 
higher  return  on  only  a  part  of  the  output  as  against  paying  a  hi^ier  price 
for  the  entire  output.  Where  dus  saving  n  not  made^  hommr,  diey  bold  diat 
subsklies  diould  not  be  used. 

There  can  be  no  dissent  from  the  view  that  differential  subsidi^  (see  p.  lo, 
above)  are  especially  effective  in  terms  of  the  immedi^  results  accom{dish^ 
for  the  cost  involved.  It  would  be  ideal  in  every  iiMsnce  die  Mbsidy  pay- 
ment  could  be  geared  exacdy  to  the  portion  of  pfoduction  requiring  the  in- 
crease. But  this  is  not  always  possible  and  where  it  is  not  this  extra  advantage 
and  extra  saving  must  be  foregone. 

The  saving  diat  results  from  the  differential  fcstture  of  any  sidx^y,  however, 
is  minor  m  comparison  widi  die  saving  effected  by  maintahiing  stal^ity  of 
priees.  The  real  savings  are  always  those  that  come  because  stabilization  has 
been  maintained. 

If  one  is  particularly  imptessed  with  the  marginal  prmdfAc^  it  may  be 
hdp^  lo  bear  m  mmd  that  even  «dross^4>oard  subri^es  are  marginal  in  a 
very  fundamental  smise.  They  are  designed  to  cover  the  extra  costs  that  result 
from  wartime  pressures,  strains,  and  dislocations.  These  costs  conceivably  may 
affect  every  producer  within  an  industry^  yet  they  ate  marginal  for  nafinn^l 
production  at  a  vi4icde.  They  are  the  wartime  cosGi  resultil^  from  wartime 
strains  in  getting  the  extra,  marginal  production  needed  to  win  die  war.  After 
the  war,  when  those  needs  and  those  strains  disappear,  so  too  will  the  extra 
costs. 

If  we  use  sidMidies  to  covw  these  marginal  costs,  enaMing  dbe  pritt  v^iich 
covers  ordinary  costs  to  rmain  staUe,  diat  prio;  vrill  still  be  in  e£fect  after  the 

war,  when  the  disappearance  of  the  extra  costs  will  make  possible  the  elimina- 
tion of  the  subsidy.  On  the  other  hand,  letting  the  price  rise  to  cover  these 
wartime  oists  must  mean  generally  riring  ^kes»  gcmcdi  instabib^y  ^d  ahnost 
certain  collapse  after  the  war.  In  a  eollap)se,  as  everyone  recognizes, 
prices  do  not  stop  at  the  level  of  costs^-^hey  plunge  right  on  down  without 
regard  to  costs. 
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Objection  14.  '*Hold-Bock*'  Subsidies  Approved— "Roll-Back'*  Subsidies 

Disapproved 

A  £alse  disdnctum  is  also  socnettmes  diawn  between  diose  subsidies  ¥^ucfar 

prevent  retail  prices  from  rising  and  those  which  enable  teuil  prices  to  be 
reduced  from  levels  previously  attained.  The  latter,  or  "roll-back"' type,  has 
been  used  for  three  commodities — meat,  butter,  and  peanut  butter — to  meet 
particular  proUems  faced  at  tiie  time  die  hold-tlic4ine  fuogram  was  getting 
under  way.  It  appears  to  have  aroused  opposition  even  from  many  who 
support  other  types  of  programs. 

It  should  be  deay,  however,  that  a  subsidy  to  reduce  a  price  which  has  risen  is 
no  difierent»  except  in  timings  tlian  a  subsidy  applied  earlier  to  prevent  tb^ 
price  frcMn  rising.  If  the  **rcdl-back"  subsidy  had  been  instituted  early  Plough, 
there  would  have  been  no  price  rise  and  it  would  have  been  a  "hold-back" 
subsidy. 

A  part  ci  tfaue  <^^)osition  is  obviously  based  on  the  erroneous  impresnon 
that  the  roll-back  applies  to  the  price  of  the  farm  product.   Hiis  is  im»rrect. 

The  roll-back  applies  at  the  processor  level  only,  and  the  subsidy  payment  is 
scheduled  to  offset  the  reduction  of  ceiUng  prices  at  that  level.  Thus  not  only 
is  no  formal  reduction  of  the  farm  ptkc  invcdved,  but  the  processor  renuuns 
in  an  unchanged  positicm  to  pay  previously  prevailing  prices  to  tbe  farmer. 
The  use  of  a  direct  subsidy  payment  to  the  farmer  instead  of  a  higher  "supply 
and  demand"  price  at  the  grower's  level,  while  present  in  a  number  of  "hold- 
back" subsidies,  is  not  invcrfved  in  any  of  the  three  "roll-back"  programs*  In 

att  of  the  latler  the  producer  receives  his  full  price  through  the  maricet. 
Tlie  techniques  employed  in  *'r<dl-back"  sidindies  do  not  di£^  in  any 

significant  respect  from  those  used  in  "hold-back^  programs.  The  three  "roll- 
back" subsidies  take  the  form  of  payments  made  to  processors  to  enable  them 
to  continue  jgaying  support  or  prevailing  prices  for  raw  farm  products  despite 
mluctions  in  retail  prices  of  tl>e  processed  foods.  "Hcld4>ack"  subsidies  ate 
also  typically  payments  to  processors,  made  to  enable  processors  to  pay  support 
or  prevailing  prices  for  farm  products  without  raising  consumer  prices. 

It  is  worth  Hoting  that  no  distinction  between  "roll-back"  and  "hold-back", 
subsidies  has  arisen  in  either  Canada  or  Great  Britain.  "JRoU-back"  subsidies 
liave  been  used  extensively  in  both  countries  to  lower  or  hold  general  living 
costs  in  the  face  of  increased  prices  for  some  cost-of-living  commodities.  Sub- 
sidized items  have  been  chosen  primarily  for  administrative  simplicity  and 
imDOfftance  in  the  cost  of  liviiuE«  and  no  sanctitv  has  been  jiffgiHbfd  to  the 
existing  levd  <rf  any  individual  price. 

6.  The  Test  of  Performance 

There  is  a  very  strong  case  to  be  made  fw  subsidies  on  die  basis  of  the 

behavior  of  the  cost  of  living  since  April  1943.  The  "hold  the  line"  program 
as  a  whole  has  plainly  resulted  in  complete  stability  of  the  cost  of  living  as 
m^unued  by  the  Bureau  of  Labor  Suti^ics.  If  the  redsoning  set  forth  in  the 
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preceding  pages  is  correct,  this  result  could  not  have  been  accomplished  without 

the  use  of  subsidies  as  an  essential  part  of  the  stabilization  program. 

In  achieving  this  result  we  have  matched  the  record  of  the  British  and  the 
Canadians  and  in  some  respects  hi^ve  improved  upon  it.  It  is  important,  in 
viewing  our  ovm  problems  d  wartime  producdon  and  stabilization,  to  realize 
that,  like  us,  no  other  major  belligerent — with  the  single  exception  of  China, 
whose  experience  stands  as  a  warning — has  accepted  either  the  alternative  of 
rising  prices  or  that  of  strangled  producdon.  All  have  insured  hig^  production 
within  the  framework  of  s^hic  prices.  They  have  dcme  ibis  by  using  subsidies 
to  insulate  the  cost  of  living  from  rising  production  costs.  It  is  die  wise  and 
effective  use  of  subsidies  that  has  enabled  both  the  British  and  Canadians  to 
reconcile  the  imperadve  of  economic. stability  with  the  ina^enuive  of  wartkac 
production. 

The  great  production  adiievements     the  British  are  vriddy  known.  It  is 

not  so  well  known  that  for  nearly  3  years  the  cost  of  living  in  Britain  has  been 
held  to  virtually  absolute  stability  and  the  retail  cost  of  foods  has  even  been 
reduced.  Evidence  of  efiEectiveness  <^  Britidi  statnlizatton  is  found  in  die  foct 
that,  whereas  between  the  outbreak  of  vear  and  May  1941,  the  cost  <^  living 
rose  29  percent,  between  the  latter  month  and  February  1944,  it  remained  com- 
pletely stable.  During  this  period,  naoreover,  the  retail  price  of  foods  in  Britai% 
which  had  risen  25  percent  above  pre-war  levels,  was  reduced  1.8  percent. 

Similarly  in  Canada:  Cost  of  living  sfahiligation  vm  made  national  pdicy 
in  December  1941,  and  subsidies  were  used  from  the  outset  in  effectuating  that 
policy.  The  cost  of  living  had  risen  15  percent  at  that  time.  In  the  2J4  years 
that  followed,  down  to  March  1944,  ^  ^  increase  in  the  cost  of  living  was 
only  2 J  percet]^ 

The  rdation  between  die  effectiveness  of  British  and  Canadian  stabilization 
and  the  use  of  subsidies  is  indicated  by  the  extent  to  which  prices  entering 
the  cost  of  living  index  are  subject  to  subsidy.  In  Britain  92  percent  of  the 
food  competent  of  die  cost  of  living  index  is  afiected  by  subsidy.  Hiis  nseans 
that  55  percmt  of  the  total  cost  of  living  index  is  aftxrted  by  food  subsidies  al<me. 
In  Canada,  15  percent  of  the  total  cost  of  living  index  and  about  50  percent 
of  its  food  component  are  subject  to  subsidy.  Of  the  45  food  items  in  the 
indexy  22  are  ravered  by  subsidy  {Mtograms. 

The  experience  of  Great  Briuun  and  Canada — as  wiJl  as  our  own — is  striking 
demonstration  of  the  effectiveness  of  subsidies  as  part  of  an  integrated  system 
of  price  control.  Subsidies  work.  They  enable  a  country  to  hew  to  the  line 
on  a  firm  subilizatum  policy  and  at  same  tune  to  gdt  producticm  to  tiie 
limit  of  its  capacity. 
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